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ABSTRACT 

Adjusting welfare benefits for geographic variations in the cost of living not 
only would help people in high-cost areas but also provide recipients in all areas with 
similar real benefits. However, there are technical problems and expenses involved in 
developing a cost of living index with adequate geographic detail. Simulations 
examined in this study indicate that providing adjusted rather than uniform benefits 
could slightly reduce total benefits paid. Cost of living adjustments would reduce 
benefits in southern and nonmetropolitan areas and increase benefits in metropolitan 
areas . 
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SUMMARY 


Adjusting welfare benefits to reflect geographic variations in the cost of living 
would be more equitable than providing uniform benefits nationally, because the adjust- 
ments would give the same real purchasing power to similar families residing in areas 
with different living costs. 

However, nonmetropolitan and southern poor people would favor uniform rather than 
adjusted benefits, if they act in their own self-interest. Uniform benefits would 
provide more real purchasing power to Southerners and nonmetropolitan people than 
benefits adjusted for the cost of living. 

Implementing cost of living adjustments would be difficult. Developing a fair 
cost of living index to use in making the adjustments would be expensive and time-con- 
suming. Constructing an index requires large amounts of data and would be complicated 
by variations in the availability and quality of goods from place to place. 
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EFFECTS OF GEOGRAPHIC 
COST OF LIVING ADJUSTMENTS 
ON WELFARE BENEFITS' 


Robert A. Hoppe 


INTRODUCTION 

Recent welfare reform proposals have included provisions to adjust benefit levels 
according to differences in an area's cost of living ( 10) » Some welfare programs 

already have explicit cost of living adjustments* Adjusting Federal benefits according 
to cost of living variations may be more desirable than providing uniform benefits, if 
living costs vary geographically* These adjustments would provide larger benefits to 
compensate for higher living costs and could affect total benefits paid, the distribu- 
tion of benefits among different groups of people, and the number of people in poverty* 

This report discusses present geographic variations in Federal welfare benefits, 
considers the arguments for and against geographic cost of living adjustments, and 
examines the effects of potential cost of living adjustments* Such information is use- 
ful to citizens, policymakers, and welfare personnel in deciding whether cost of living 
adjustments should be implemented. 


CURRENT COST OF LIVING ADJUSTMENTS ON WELFARE BENEFITS 

Two poor people living in similar circumstances but different areas may receive 
substantially different welfare benefits under the prevailing system. The importance 
of cost of living adjustments in explaining the different levels of benefits varies 
from program to program. 

Benefits from Aid to Families with Dependent Children (AFDC) differ in each State. 
For example, an eligible family consisting of one adult and three children with no 
income received $60 each month in Mississippi and $448 in New York in 1976 ill) • 
Average per recipient payment in October 1977 ranged from $14*56 in Mississippi to 
$118*60 in New York (25) * This variation exists because each State is allowed to set 
its own benefit levels and decide how much income a family of a given size can receive 
and still be eligible for AFDC (21). States can compensate for higher living costs by 
setting higher income limits and higher benefit payments. 


1/ Robert A. Hoppe is an economist with the Economic Development Division, Economics, 
Statistics, and Cooperatives Service, U.S. Department of Agriculture. 

2/ Underscored numbers in parentheses refer to Literature Cited listed at the end of 
this report* 
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Work expenses, such as uniforms and travel, are deducted when calculating income 
for AFDC (21) « These deductions would reflect higher expenses in States with higher 
living costs- However, the range in AFDC payments is much too large to be adequately 
explained by cost of living variations. _3/ States' benefits also vary because of 
differences in funding abilities and attitudes toward the poor (_1_, . _4/ 

The Supplemental Security Income (SSI) program provides uniform Federal benefits 
to all recipients in similar circumstances. States may supplement the basic Federal 
SSI benefits, so total SSI benefits vary among the States (^) . State supplementation 
allows individual States to compensate for a high cost of living. However, States act 
independently of each other, and there is no coordinated effort to vary the State 
supplements according to cost of living variations. 

Several provisions in Federal in-kind assistance programs result in benefits that 
vary to reflect cost of living differences. The Food Stamp program provides uniform 
benefits throughout the continental United States for a family of a given size with a 
given net income. Only in Alaska and Hawaii are higher Food Stamp benefits provided to 
compensate for higher living costs (Ti) . The Food Stamp program also allows limited 
deductions for shelter and child care when calculating net income (2A) . These deduc- 
tions would tend to be higher in areas with a high cost of living and result in more 
benefits . 


Other Federal in-kind programs pay housing and medical bills, and they, too, have 
due to local price differences. For instance, Medicaid benefits are, 
variations because medical service prices vary geograph- 
*1 Medicaid benefits may also vary because the program relies^on 

State-Federal financing, with the Federal share dependent on State per capita income 
nd because of variations in the services covered by the States' regulations (_^) . 

The present welfare system has no consistent, coordinated, or thorough program for 

^ ^ J ^ ^ incomes reflect some of the variations in local costs- 

ever, variations in other family living costs are ignored. AFDC and SSI provide * 
opportunit es for States to raise benefits paid to the'poor; althougrthere Is no 
g rantee that States will vary benefits to reflect the cost of living. 


ARGUMENTS FOR COST OF LIVING ADJUSTMENTS 

differentiairiJ^welffrrbenefiJl!''^SeSlv^°rrir^ support cost of living 

adequate level of income for those who do not receiJrsSf f iciLf Provide a minimum 
Other sources (1). What conqf -f ^ sufficient income from work or 

throughout the United States. A viven ^come level may not be constant 

maintain a family in one area mav nnt bp ainount of welfare benefits adequate to 

xy in one area may not be adequate in another area with a higher cost of 



living- Adjusting benefits to reflect geographic variations would help provide an 
adequate income to welfare families in high-cost areas. 

A welfare program should provide horizontal equity. Horizontal equity means equal 
treatment of people in similar circumstances (J^) • Uniform benefits seemingly would 
provide horizontal equity in dollar terms. However, if the cost of living varies 
substantially, the purchasing power of a given amount of money is higher in areas with 
a lower cost of living ( 10) * Welfare benefit adjustments to reflect cost of living 
differences would equalize the real purchasing power of similar families nationwide. 

Uniform benefits may also provide an incentive to migrate from high-cost areas 
with low real benefits to low-cost areas with high real benefits. Providing adjusted 
benefits allows all recipients to receive a minimum level of real benefits without 
having to move (^) • However, if low-cost areas have adequate job opportunities, the 
incentive to migrate to these areas could be viewed favorably (10) . These arguments 
cannot be validated because of a lack of studies on migration in response to differ- 
ences in welfare benefits (_6) . 

There must be an index to compare the cost of attaining a given level of satisfac- 
tion or standard of living for a given individual in different areas in order to adjust 
benefits. The index must be defined in terms of a given individual to be practical 
because there is no way to compare satisfaction received by different people (11) . _5/ 
Such an index is technically feasible, even though one does not presently exist. An 
index, for instance, could be devised to measure geographic price differentials ( 10) . 
This approach is used for the Florida Price Level Index, which compares the cost of the 
Bureau of Labor Statistics' (BLS) Orlando market basket in Florida's 67 counties. 

Another approach involves preparing a different market basket for each area to 
reflect local differences in climate and the quality and availability of goods. l_l 
Each area's market basket cost is then calculated from local prices, and the index 
compares the cost of the market baskets for the different areas. The BLS uses this 
approach in preparing its family budgets and circumvents the problem of measuring 
satisfaction derived from the different baskets by assuming that an individual is 
equally satisfied with each basket ( 14 ) . 


ARGUMENTS AGAINST COST OF LIVING DIFFERENTIALS 

There are strong arguments against making cost of living adjustments to welfare 
benefits. Constructing, administering, and revising the necessary cost of living index 
could be difficult and expensive. Using the index to adjust benefits may cause 
inequities. 


V Varying tastes may make a single, adequate cost of living index impossib 
For instance. New York prices may seem high given Wichita tastes, while Wichi 
may seem high given New York tastes. It is impossible to say which city is m 
sive until New York or Wichita ‘tastes are specified. Deciding whose tastes a 
represented in an index used to adjust welfare benefits could be difficult. 

_6/ The Florida Price Level Index is used to adjust State funds distributed 
districts. Unless the adjustment is made, schools in low-cost areas benefit 
expense of schools in high^price areas (3^). 

_7/ Variations in need can result from climatic differences, such as when pe 
International Falls, Minn., buy more heating fuel, snow tires, and warm cloth 
people in Key West, Fla. 

_8/ For a more thorough discussion of reasons against cost of living adjustm 

( 10 )* 
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Constructing the Index 


Many of the goods and services urban people take for granted are not 
available in rural areas. Public ttansportation is virtually nonexistent in rural 
areas. ^ There are no apartments to rent in many rural areas, and some areas do not have 
a physician. The quality of goods and services also varies. Housing admittedly mav h 
cheaper in rural areas, but it is also more likely to lack adequate plumbing and to be^ 
older and more crowded than urban housing (_8) . Taxes may be lower, but public serv- 
ices, such as libraries, education, and fire protection, are likely to be inferior. 


Adjusting the various market baskets to compensate for the variation in the avail- 
ability and quality of goods and services is difficult. For example, what should be 

r ^ area's market basket as an equivalent to urban public transportation 
(10). Myone whose benefits are reduced would consider the construction of his area'c; 
market basket as arbitrary and unfair. ® 


Preparing an index providing sufficient geographic detail would entail collecting 

consumption and price data. Estimating the exact cost 

DeSrtilnf fT their own index. A recent 

an^adi!^ J ^ Health, Education, and Welfare report stated that the cost of developing 

TifftrZT.^ geographic cost of living ^ ® 

differentials were being considered for the 1971 Family Assistance Plan the BIS 

iSl^enLd ? limited "system of comparative price indices could not ’be fully 
implemented in less than 5 years" (10). ^ 

BTS rn ^’^tlcle estimated that it would cost $40 million and take 8 years for the 

expand urbafeovLage ?r'om^?f to'^^sf ar'LrJr'^SJ''® Te 

to 

pp«par.d for only 44 ntban areas and are not rlpresenMtlve S'the* fa.Uy budgets are 
cost of the low budget for a famiin, e.ra ^ P ®sentative of the poor. The .average 

children was $10,041 in 1976 but thp ^ of a husband and wife and their two 
ii). U,e CPI d. a coUeJted „2v "»= 

also are not tapras.ntatj:^"rL°to;;s“SL"in“’p“^e“: 






lems. A slngle^aggregate iL2°for a^lLS^aL^arnot Present prob- 

UvJng in fiocaiiiy^SifjiiLfiess San^S\Sr ' CoSeSe^aJl^pofr'^Lple 

while people living in a locality with prices grLter thi'^^ir >^eoeive a bonus, 

penalized. Uniform benefits would penalize indicates would be 

bonuses to people in low-cost rSlonr it 

adjusted benefits result in the most IneauiMe *, whether uniform or 

regional range in the index is uZown! " intraregional and inter- 

boundaries are drawn, *^people°iiJlng’'orthredS ^f^^ delineation. No matter how the 
higher index would believe their bLSiS tfS an area with a 

to those in the adjacent area (22 ) . °° ow because their costs are similar 
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Possible Inequities 


The methodology used to calculate the index may also lead to inequities. An index 
that tries to capture differences in consumption patterns may perpetuate regional 
differences in consumption that are not particularly desirable. As an examples the BLS 
lower budget is higher in the Northeast than in the South because, in part, the north- 
eastern market basket contains more of the expensive items than the southern market 
basket. For instance, the northeastern market basket contains more beef and butter and 
less pork and lard ( 14 , 15 ) - Adjusting benefits by an index based on BLS methodology 
could perpetuate the consumption of high-cost items in the Northeast and the consump- 
tion of low-cost items in the South. 

This is not a problem if an individual is indeed equally satisfied with the south- 
ern and northeastern budgets, as assumed by the BLS. The differences in welfare recip- 
ients'" adjusted benefits and resulting consumption would reflect differences in the 
cost of living in this case. However, there is no way to know empirically whether or 
not the two budgets really do yield the same satisfaction. If they do not, differences 
in the budgets may reflect differences in real incomes rather than differences in the 
cost of living. Using an index based on BLS methodology could result in southerners 
receiving fewer benefits than northeasterners , not because it costs less to live in 
the South but because southerners cannot afford the same goods as northeasterners * 


Administering and Revising the Index 

Administering a welfare program with geographically varying benefits would be more 
expensive than administering a program with uniform benefits. Geographically varying 
benefits lead to geographically varying break-even levels and eligibility limits 
( 10) . j9/ Benefit schedules, break-even levels, and eligibility limits for each area 
could be calculated centrally and sent to local administrative offices. 10 / 

A local index can become quickly outdated because prices may change rapidly- For 
instance, a fast-growing rural area near a city might experience rapid price increases 
(22) . Using an unrevised index for the rural area would result in welfare benefits 
that do not reflect recent increases in local living costs. Frequent revisions would 
be necessary to avoid such situations and would add to the cost of adjusting benefits. 


Political Problems 


There also is a political argument against cost of living adjustments. Members 
of Congress from low-cost areas might try to stop the enactment of extensive cost of 
living adjustments in order to maintain their constituents benefit levels. On the 
other hand, cost of living adjustments may appeal to some members of Congress from 

9/ The break-even level in a welfare program is the amount of earnings at which the 
welfare recipient ceases to receive benefits (_1) . 

10 / If benefits are adjusted for cost of living differentials, then poverty levels 
must also be adjusted. The number of poor persons is a major indicator of need for 
public assistance, and this need varies with the cost of living. Thus, the poverty 
levels in a low-cost area should be less than the poverty levels in a high— cost area. 
Using poverty levels that do not vary with the cost of living would underestimate the 
number of poor in high-cost areas and overestimate the number of poor in low-cost 
areas. Varying poverty levels could complicate counting the poor. The Census Bureau 
currently estimates the number of poor each year from data collected from a sample of 
households (18). If poverty levels vary, the Bureau's sample may have to be expanded 
to make sure that each area with its own index and poverty level is adequately 
represented. 
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areas with low wages and low living costs Aa-i. a 
ewer work disincentives in such areas thin unlfor^ provide 




Deciding whether or not- i-n 

programs depends in part on whether thp^^a^ living adjustments in welfare 

bution of benefits and partJipanL in a more desirable distrl 

welfare programs, and index used to ‘exSore^thl eff hypothetical 

explore the effects of cost of living adjustments 




estimate the effectI*'S\djIItiIg\lffI^I Income Model (TRIM) was used to 

TRIM, a computer simulatiol mode! Tf the u s ^7 77 ^^--8 differences. 

compare the effects of different tax an3 wlllarr 7 to 

policies into action (23). Ifare policies without having to put the 

To estimate the effprt-Q r^-F 

tlals t«o hjTothetlcl w,lUn pi:og?™s*Jrf ^‘''1"* «ffer«n 
benefit., *lle the other provide. fdj^JtM LSlL I provide, nnlfor. 

of the two simulations are due to the^cost of differences in the results 

economic and demographic data from the Sch ®tits. TRIM used detailed 

most current data available when the simulS/^^^ Current Population Survey (CPS), the 
f«Uy ™. ...igoed e „ight rSl“ 1 "“;. ““ T” .Lpl. 

aUo«d ThZK to e.tl.ete tot.l velf.r.\eS:f?t."'Sr: pf . 

8e.onr®:.1„'Srpo”ftL'! fp^lv".” rl^e”:? 

self-o«ploy.,„t. Interest, dividends and Income from wages and salaries. 

Cl)- b 5-percent unemployment rate 'was assumed^fn'* 1° ^*1°” I^I)I conditions 

Census Bureau population projection d«a ™?r»ed 

f-ilies i„ the 1,76 CPS sample to reflect^" duLl e'S.^t'af i.“»lf " 

taxes, welflle'SnSulffnrt^flLber'or^aSils and Td^t "f" determine 

or paying taxes. U/ TRIM benefits in this JenorrinM 77^7^^^^^ receiving benefits 
enough State supplementation to ensure Ihal no rLini! r benefits and 

thetical program than under the current nrovram worse off under a hypo- 

was excluded (U). Administrative costs^«L“;.o^clude“°“' enpplemantatlon 

Included as one-p«son talllL!'’°Sm“8”d''ttrcom*^'r'‘s ‘"'•IvUuals were 

' "" - “ to caicui”e”L“:i^:; 

" ’’“e°(lS!“”” ““ * =‘”‘ “<• 



TRIM used simplifying assumptions in order to simulate the complex relationships 
existing in the welfare and tax system. Some of the assumptions arose because the CPS 
did not contain data necessary to determine program eligibility. For example, to 
estimate the number of people eligible for SSI under the current welfare system, infor- 
mation about the blind and disabled was needed. Assumptions were made to estimate the 
required data because the CPS provided no information about disabilities ( 23) . Another 
set of assumptions was necessary to provide the projections to update the data base. 

As a final example, TRIM did not attempt to calculate participation rates for people 
eligible for welfare; all eligibles were assumed to receive welfare ( 13) . 

TRIM cannot give a precise estimate of the impact of a policy because of these 
simplifying assumptions (23) . TRIM, for instance, cannot be used to calculate the 
exact number of participants a specific program will have. However, the model can be 
used to determine the impact of changing program rules on the number of eligibles and 
amount of benefits. ITius, TRIM can be used to see if a proposed welfare system would 
provide substantially more benefits than the existing welfare system. 


Hypothetical Programs 

The simulation results of two hypothetical welfare programs were compared to 
analyze the effects of adjusting welfare benefits based on cost of living differences. 
The hypothetical programs, patterned after the Program for Better Jobs and Income 
(PBJI) proposed by President Carter in 1977, are designated program 1 and program 2. 

The simulations are identical except that benefits of program 2 are adjusted for geo- 
graphic cost of living differentials. The current programs were also simulated for 
comparative purposes. 

Programs 1 and 2, like PBJI, would eliminate AFDC, SSI, and Food Stamps (^, 20) . 
Families that do not contain members who are expected to work and individuals who are 
not expected to work would receive a single cash benefit. A smaller cash benefit would 
be paid to augment the earnings of those expected to work. If the wage earner in a 
family with a child could not find a job after a 5-week search, the person would be 
eligible for a special public service job. If after 3 weeks the wage earner could not 
find a public service job, his or her family would be eligible for the same benefits as 
comparable families without any member expected to work ( 20 ) • 

The results of the simulations are for fiscal year 1981, or when the PBJI was 
proposed to be effective ( 20 ) . Both simulations use the wages paid by the Comprehen- 
sive Emplo 3 mient and Training Act (CETA) jobs program as the wage for public sector jobs 
(table 1) rather than the minimum wage proposed in PBJI (13) . PBJI would provide 
benefits equal to only 65 percent of the poverty level for families with no income* 
However, program 1 would provide cash benefits equal to 100 percent of the poverty 
level (table 2). 12 / The earned income reduction rate for programs 1 and 2 would be 65 
percent, resulting in a break-even level of $9,200 under program 1 for a family of four 
with a wage earner ( 13) * Cash benefits for program 1 are multiplied by cost of living 
indices to derive benefits for program 2. Welfare programs are frequently criticized 
for not providing adequate benefits. Using high wages and benefits in programs 1 and 2 
makes it possible to see how much a more adequate program would cost. 


12 / The CETA wages in table 1 and benefits in table 2 are expressed in 1977 dollars. 
TRIM, for the analysis used here, adjusted the wages and cash benefits for the infla- 
tion expected to occur between 1977 and 1981. The adjustment was 6.3 percent in 1978, 
6.5 percent in 1979, 6.4 percent in 1980, and 7.3 percent in 1981 (13) . 



Table 1 — CETA average hourly wages, calendar year 1977 U 


Region 

Metropolitan 

* Nonmetropolitan 



Dollars 

Northeast 2/ 

3.75 

3.50 

North Central _3/ 

3.75 

3. 15 

South 4/ 

3.75 

3. 20 

West _5/ 

3.95 

3. 70 


y CETA Is the Comprehensive Employment and Training Act. 

2/ Connecticut, Ilaine, Massachusetts, New Hampshire, New Jersey, New 
York, Pennsylvania, Rhode Island, and Vermont. 

Michigan, Minnesota, Missouri, 
raska. North Dakota, Ohio, South Dakota, and Wisconsin. 

Delaware, District of Columbia, Florida, Georgia 

SutTcioUn^T^’ iferyland, Mississippi, North Carolina, Oklahoma, ’ 
South Carolina, Tennessee, Texas, Virginia, and West Virginia. 

M “ Arizona, California, Colorado, Hawaii, Idaho Montana 

fevada, Ka,ia„, Oragoa, Utah, »aahlagton, aad iyoSns! ’ 


Source: (13) > 


Cost of Living Index 

An index based on housins values tq nco/^ ao « rr 

adjust benefits under program 2 (table 3) The i ^ living index to 

raglon-raaldanca .adl.: yfl„a oVkoLLg^y Sg Zt “ ’’y ««>. 

States. U/ Benefit schedules are multiplied bv^^hp United 

Banafit sahadul.a ar. aot adj.atad for faTSmlSldL^S/' By 0 . 71 . 

substantially th^o^houJ thf UnitS^t^Lf t° vary 
costs is reinforced by U.S. Department of Apt-i °f variation in housing 

studies. The USDA found substantial variatiorSTs Florida, and BLS 

region and residence (17). Houslnv ha/i a i costs and values by 

price level lade, for'norld.^ri^a ( 3 "*'^::;!: '"*" ll the 

lower BLS budget ranged from 81 to 120 in the coni-i cost index for the 

;«Ser that the v.rl.tlea la the lade" Sp^He'tSt^nJS.-^SL'Sg'ei^L.^rtr 


iivCSf"T„'j:g“"; "■ ■=»- 

i« the coat of llvlag, hat L la oajy oL Ite^ ttl?' ” BP-Sraphlc variatloa 

“f ”Bt Be i«BitaSv”:”r:.ruS“ri„":s"^‘rof 


Boat a e„.ercUl eat.Hlah.eat. a. value Jl tarL°ui'g: J^L;i'd"e'“" 
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Table 2 Benefit schedule for program 1 


Family composition 

, Basic payments for persons 

— 

Not expected 
to work or for 
which no job 
is available 

Expected to 

Benefits ] 
during 8 -week [ 
job search 

work 

Benefits if 
j ob refused 



Dollars 


Two parents: 




Adult head 

2,900 

0 

0 

Other adult 

1,700 

1,700 

1, 700 

Each child regardless 




of age; maximum of 7 




people per family 

900 

900 

900 

Single parent (with 




youngest child aged 14 




or over) : 




Head of household 

2,900 

0 

n 

First child 

1, 700 

1,700 

1, 700 

Each additional child; 




maximum of 7 persons 




per family 

900 

900 

900 

Single parent (with 




youngest child under 




14): 1 / 




Head of household 

2,900 

2, 900 

0 

First child 

1,700 

1, 700 

1, 700 

Each additional child; 




maximum of 7 persons 




per family 

900 

900 

900 

Aged, blind, and 




disabled : 




Couple 

5,800 

2/ 

2/ 

Single individual 

3,800 

1/ 

2/ 

Childless couple: 




Each adult 

1,700 

1,700 

0 

Single people 

1,700 

1,700 

0 


1/ Heads of single-parent families with youngest child under 7 are not expected 
to work. 

The aged, blind, and disabled are not expected to work. 


Source: Derived from ( 27 ) 



Table 3 — ^Median housing value and housing value index 5 1975 


Region 

* Metropolitan housing 

Nonmetropolitan housing 

Median value 

Index 

Median value 

Index 



U.S. median 


U.S. median 


Dollars 

equals 100 

Dollars 

equals 100 

Northeast 

35,700 

121 

30,500 

103 

North Central 

30,200 

102 

22,500 

76 

South 

28, 100 

95 

20,900 

71 

West 

35,800 

121 

26,400 

89 

Total 

32,200 

109 

23,400 

79 


Source: (13) . 


It Is questionable whether housing values are even an adequate indicator of 
overall housing costs. Variation in the median value of housing may be a reasonable 
indicator of the variation in prices perspective home buyers face, but the relationship 
between housing values and rent is not as clear. Median housing values may not be 
indicative of the costs the poor pay because the poor are more likely to rent than the 
nonpoor. An index used to adjust welfare benefits should show variations in the 
expenditures poor people make. 


Housing value variations may be due to differences in the quality of housing 
rather than differences in basic, no-frills shelter costs. Nonmetropolitan housing 
tends to be of lower quality than metropolitan housing (^) . 

r. ^ housing index is consistent with the BLS budgets. The BLS budgets 

Ld the Sout?fr 9) the nonmetropolitan urban areas 

and in nonmetroF^lItln 


Th» considered and rejected as proxies for a cost of living index. 

^e BLS budgets and the CPI encompass only urban areas, and there are no budgets or 

cLt of variations cannot be used af pJoxLs 

laLrS) costs are not highly Lrre- 

b.„.£?ts. iriltiz TZLZlTls'’^^'^’ 

for the simulations presented ber-e Tb ° he used as an approximate index 

iad» d„.a „„ zzii ilzzizt 

such broad questions as: resuics can still help answer 


( 1 ) 


( 2 ) 


Would cost of living adjustments have an effect on the dl«?rr-tbi,i--f e 
benefits between metropolitan and nonmetropouLrareL? 

Would cost of living adjustments greatly increase total benefits paid? 
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results 


This section presents the results for 1981 fmm tptm • . - 

which has uniform benefits, and proeram ? tTh-,- i, u ” simulations of program 1, 

cost of living adjustments on total benefits a, adjusted benefits. The effects of 
tion by residence, region, race, age, sex and benefits, and benefit distribu- 

the two simulations. _14/ ’ ncome can be determined by comparing 


_iotax Benefits and Eligihlpa 

Adjusting benefit levels for cost of livdnn ■. . 

form benefits may have a minor effect on total k instead of paying unl- 

famllies and unrelated Individuals. Proeram 1 v number of eligible 

more than program 2 (table 4). Both simulatlo $71.5 billion, or $500 million 

more b».oru» i„ 15« tl,.„ the b'rrLt «b8t.„tHly 

bbu<„,. u.b,„ bb„ocu3, ie,8tsrLfrtbTb;n.s:.“"“:/^:rpCins^L 

.or. peopl,. w,.„l,l 

would exporionce higher benefits. Th-fQ ^ J-J-rerentiais than 

(ublf 5)I““ cosroriSinrindlxes of \esi^JhL° loo’'^ 


of Bene fits by Residence and Region 


Cost of living differentials would have little effect on total benefits or 
eligibles* but they would affect the distribution of benefits and eligibles between 


lablc. 4— -Eligible fiiinilies and benefits in cash and jobs, by program, 1981 1/ 


Metropolitan 

families 


Nonmetropolitan 

families 


Total 


* 1 . wg imm 

5 

S 

^ ^ 

Eligible 

families 

: Benefits 

Eligible 

families 

Benefits 

Eligible 

families 

Benefits 


m 

m 


Billion 


Billion 


Billion 


m 

m 

Millions 

dollars 

Millions 

dollars 

Millions 

dollars 

Current 2/ 

# 

7. 5 

22.7 

5.3 

10.8 

12*9 

33.5 

Program 1 

# 

# 

13.6 

47.0 

7*9 

24.5 

21.5 

71.5 

Program 2 

# 

14. 1 

52.0 

7*4 

18.9 

21.5 

71.0 


2,/ Item.! may not add to totals due to rounding* 
2^/ Include* SSI| AFM, and Food Stamps* 


Source: Special tabulations from the Urban Institute's Transfer Income Model 

(TRBi), 

14/ reader should remember that the housing value index is used as a proxy for 
the cost of living index* Wie simulation results. show the effects of cost of living, 
adjustments only if the housing value index is a reasonable approximation of the true 

cost of living index* , ' , , r. . 
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Table 5 — Families below the poverty levels before taxes and welfare, 1981 j^/ 


Region 

Metropolitan 

families 

] Nonmetropolitan ' 

families 

Total 



Thousands 


Ho IT theast 

2,019 

449 

2,468 

HO'irth Central 

1,571 

2/ 1,104 

2,675 

Soutth 

2/ 2,061 

2/ 2,443 

4,504 

S t 

1,665 

2/ 552 

2,217 

Total 

7,316 

4,548 

11,864 


_!/ Welfare includes only SSI, AFDC, and Food Stamps. 

_2/ Families living in regional-residential areas with an index less than the U. S. 
aveirage (see table 3). 


Source: Special tabulations from the Urban Institute's Transfer Income Model 
(TRIM) . 


metropolitan and nonmetropolitan areas. Total metropolitan benefits would be $47 

program 1 and $52 billion under program 2 (table 4). Nonmetropolitan 
benefits would be $24.5 billion with program 1 and only $18.9 billion with program 2. 

, ^ would be 13.6 million metropolitan families and unrelated individuals 

eiigible under progr^ 1, but 14.1 million eligible under program 2. This metropolitan 
increase m those eligible would be offset by the decrease in nonmetropolitan eligibles 
from 7.9 million with program 1 to 7.4 million with program 2. ^ 

T .,’5® benefits from nonmetropolitan areas to metropolitan areas when cost 

s! can be explained by the residential patterns of the poor 

n%° ® nonmetropolitan poor live in areas with a cost of living index 

■F 1 , nonmetropolitan poor as a group would reLive 

fewer benefits from program 1 than from program 2. Because most of tL^etropoUtln 
poor live in areas with a cost of living greater than tha nor- i metropolitan 

« = „„„ be„.£lts fro- progr» 2 thf/f.o. JpSlSS" 

any other region. indexes (table 3) and because it would have more poor than 

Both programs are much more generous than programs that are HIcpIv to Ko r j 

A ietss generous nroerain fh a nnet- i -.* • j* ° are nicely to be enacted* 

®tf^t:iropolitan poor. 15/ MetroDolitan nnor- ^ programs than the nonsouthern, 

paying uniform benefits. The money saved by adiufting benefit r® S^^^ons program 
^ ^ benefits downward in low~cost 

^ poverty gap for an individual poor familv is the^inff^- 
poverty threshold and the family's after tax inromi ^ difference between the 

programs, such as Social Security and Iftiemplovment To social insurance 

^^'^ludes receipts from welfare programs Tho^ ompensation. Income in this case 
$3. 200 per poor family in metroSut^ ^ap in 1981 would be 

»«t,bopollt.„ .r.„ „d 52,900 in ..tropouLf LS”'' 
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areas could be outweighed by the upward adjustment in high-cost areas if the nonmetro- 
politan and southern metropolitan poor s average incomes were very close to the lower 
target level and needed little subsidization. 


Average Benefits 

The average benefit level for all recipient families, including cash and jobs, 
would be $3,330 in 1981 under the uniform benefits provided by program 1 and $3,300 
under the adjusted benefits provided by program 2 (table 6). Thus, cost of living 
adjustments in program 2 would have little effect on the U. S. average benefit level. 

Cost of living adjustments would increase benefits in metropolitan areas and 
decrease average benefits in nonmetropolitan areas. The average program 1 metropolitan 
benefit would be $3,450, and the average nonmetropolitan benefit would be $3,110 in 
1981. Ttie gap between metropolitan and nonmetropolitan benefits would widen under 
program 2 . Average metropolitan benefits would increase to $3,690, while the average 
nonmetropolitan benefits would decrease to $2,550. Both simulated programs, however, 
would provide more benefits to nonmetropolitan areas than the current welfare system. 

The perspective is slightly different if the average benefit data already 
discussed are expressed in terms of real purchasing power (table 7). Items in the 
nonmetropolitan column of table 7 were calculated by dividing each figure in the non- 
metropolitan column of table 6 by 0.79, which is the U. S. nonmetropolitan index from 
table 3. A similar procedure was used to adjust the metropolitan average benefit data. 

The average real benefit in nonmetropolitan areas would be about $200 less than in 
metropolitan areas under the current welfare programs. The average nonmetropolitan 
real benefit would be much higher under program 1 than under the current program. 
Program 1 also would provide a substantially higher average real benefit to nonmetro- 
politan areas than to metropolitan areas. Program 2, with its cost of living adjust- 
ments, would provide a nonmetropolitan average real benefit higher than the current 
programs but less than program 1. Program 2 would also pay a slightly higher average 
benefit in metropolitan than in nonmetropolitan areas. 16 / 


Table 6 — Average benefits per eligible family by program, 1981 


Program 

Average benefits 

• • 

Metropolitan * Nonmetropolitan ’ Total 


Dollars 

Current 

3,010 2.030 

Program 1 

3,450 

Program 2 

3,690 


Table 7 — Average real benefits per eligible family by program, 1981 


Program 

Average 

real benefits 

Nonmetropolitan 

Nonmetropolitan 

Metropolitan 

metropolitan 



Dollars 


Current 

2,570 

2,760 

-190 

Program 1 

3,940 

3,170 

770 

Program 2 

3,230 

3,390 

-160 


Source: Special tabulations from the Urban Institute's Transfer Income Model 

(TRIM) • 


Adjusted benefits would not be as advantageous in real terms to nonmetropolitan 
areas as uniform benefits, even though adjusting welfare benefits for variations in the 
cost of living may be more equitable* Nonmetropolitan people, if they act in their own 
self-interest, should prefer uniform benefits over benefits adjusted for variations in 
the cost of living . 


Benefits by Race and Sex 

Distribution of benefits by sex and race for the United States as a whole would 
vary little between the two simulations (table 8). Male family heads would receive 
$36*1 billion in benefits from program 2, which would be somewhat less than the $36.7 
billion they would receive from program 1. Benefits to female heads would be $34.8 
billion under both programs. 

About 70.6 percent of program 1 benefits and 71.0 percent of program 2 benefits 
would go to whites. White family heads in both metropolitan and nonmetropolitan areas 
would receive a slightly larger portion of program 2 benefits. Metropolitan white 
family heads would receive 68.3 percent of program 2 metropolitan benefits and only 67 
percent of program 1 benefits. Similarly, nonmetropolitan whites would receive 78.7 
percent of program 2 benefits, but only 77.3 percent of program 1 benefits. Residen- 
tial patterns explain why whites would receive a slightly larger portion of the bene- 
fits under program 2 than under program 1. 

The nonwhite, nonmetropolitan population is heavily concentrated in the South, 
which has the lowest nonmetropolitan cost of living index. JJ/ Most nonmetropolitan 
nonwhites, therefore, would receive fewer benefits from program 2. The downward cost 
of living adjustment for nonmetropolitan whites is smaller because a larger portion of 
the whites live outside the South and have higher cost of living indexes. 

The nonwhite, metropolitan population is more heavily concentrated in southern 
cities than the metropolitan, white population. Metropolitan nonwhites would also 
receive a smaller portion of program 2 benefits because the South has the lowest 
metropolitan cost of living index* 

Both male and female metropolitan family heads would receive more benefits from 
program 2 than from program 1. Male heads would receive about $2.7 billion more, and 

17/ The nonwhite category includes blacks, American Indians, Japanese, Chinese, and 
other people who are not white. 
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Table 8— Benefits by residence and sex of family head and percentage of 
benefits going to white family heads under programs 1 and 2, 1981 1/ 


Program 

Metropolitan 

Nonmetropolitan 

Total 

d. L 1 Cl S w 2^ 

of family 
head 

Benefits 

Percentage 
to whites 

Benefits 

‘ Percentage 
’ to whites 

Benefits 

Percentage 
to whites 


Billion 

dollars 

Percent 

Billion 

dollars 

Percent 

Billion 

dollars 

Percent 

Program 1: 

47.0 

67.0 

24.5 

77.3 

71.5 

70.6 

Male 

22.3 

74.9 

14.4 

81.6 

36.7 

77.6 

Female 

24.7 

59.9 

10.1 

71.1 

34.8 

63.1 

Program 2: 

52.0 

68.3 

18.9 

78.7 

71.0 

71.0 

Male 

25.0 

75.7 

11.2 

82.9 

36.1 

78.0 

Female 

27. 1 

61.4 

7.7 

72.6 

34.8 

63.9 


\^l Items may not add to totals due to rounding. 

Source; Special tabulations from the Urban Institute‘"s Transfer Income Model (TRIM). 


female heads would receive about $2.4 billion more under program 2. However, benefits 
would decrease by $3.2 billion for nonmetropolitan male heads and $2.4 billion for 
nonmetropolitan female heads under program 2. 

The cost of living adjustments in program 2 would have a small effect on the 
distribution of benefits by race and sex. The share of benefits going to whites would 
be slightly higher under program 2. Nationally, male heads would receive slightly less 
under program 2 than under program 1. The largest difference between the two programs 
would be the shifts in benefits from the nonmetropolitan to the metropolitan poor under 
program 2. 


Benefits to the Elderly 

Providing adjusted benefits rather than uniform benefits would result in fewer 
benefits for the elderly poor in nonmetropolitan areas. Total benefits for families 
with an elderly head would be $17*4 billion under program 1 and $16.4 billion under 
program 2 (table 9)* However, the metropolitan elderly would receive more benefits 
from program 2, while the noranetropolitan elderly would receive less. Total benefits 
for the metropolitan elderly would increase from $9.4 billion under program 1 to $11.3 
billion under program 2. This increase would be more than offset by the $2.9 billion 
decrease in nonmettopolitan benefits from $8 billion to $5.1 billion, with nonmetro- 
politan families headed by elderly males experiencing the largest decreases. 


CONCLUSIONS 

Geographic cost of living adjustments to Federal benefit levels may be more desir- 
able than uniform benefits from an adequacy and equity point of view. Geographic 
adjustments would help ensure an adequate standard of living to people living in high- 
cost areas and provide families in similar circumstances throughout the United States 
with similar real purchasing power. 
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Table 9 — Benefits under programs 1 and 2 going 
to families with a head at least 65 years old, 1981 


Program and 
sex of 
family head 

Benefits 

Metropolitan 

Nonmetropolitan 


Total 



Billion dollars 



Program 1: 

9.4 

8.0 


17.4 

Male 

4.0 

4.1 


8.1 

Female 

5.4 

3.9 


9.3 

Program 2: 

11.3 

5.1 


16.4 

Male 

4.9 

2.5 


7.4 

Female 

6.4 

2.6 


9.0 


Source: Special tabulations from the Urban Institute's Transfer Income Model (TRIM) • 


Cost of living adjustments would affect the distribution of benefits. Areas with 
a low cost of living index would receive smaller benefits if cost of living adjustments 
were made. Southern and nonmetropolitan areas, in particular, would receive smaller 
benefits relative to metropolitan areas outside the South. The South would experience 
the largest benefit reduction from cost of living adjustments because the South has the 
lowest metropolitan and nonmetropolitan indexes in addition to having more poor than 
any other region. 

The simulations indicate that approximately 50 percent of the U. S. poor families 
would live in low-cost areas in 1981 and experience decreases in benefits from cost of 
living adjustments. These reductions would be fair because it costs less to live in 
low-cost areas. However, people living in nonmetropolitan areas or in southern metro- 
politan areas may prefer uniform benefits despite the equity of cost of living adjust- 
ments. Uniform benefits would provide greater real purchasing power to areas with low 
cost of living indexes. 

The estimated cost of developing an index, which would still need periodic revi- 
sion, is $50 million. Varying benefits would also increase administrative costs. 
However, development, revision, and administrative costs could be at least partially 
offset by the modest benefit reductions resulting from cost of living adjustments. 

Cost of living adjustments in the simulations actually reduced the total amount of 
benefits paid because benefit decreases in low-cost areas outweighed benefit increases 
in high-cost areas. However, cost of living adjustments may not reduce total benefits 
under all circumstances. Variation in housing values was used as a proxy for a cost of 
living index. Using an actual cost of living index that differs substantially from the 
housing index could yield different results. 

Also, the simulations provided a higher level of benefits than is likely under any 
actual program. Cost of living adjustments might increase the total benefits paid in a 
less generous program because the poor in low-cost areas have higher incomes before 
welfare than the poor in high-cost areas. If low-cost area poor have incomes very 
close to the program's target level, relatively fewer benefits would be paid to them. 
The money saved by adjusting the small amount of benefits downward in low-cost areas 
could be outweighed by upward adjustments in high-cost areas. 
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